Acct 5308 – Partnership Tax Law

Demonstration Case #3

The XYZ Partnership reported the following balance sheet at 12/31/06:







Basis


FMV

Cash




15,000


15,000

Accounts Receivable


-0-


45,000

Inventory



60,000


90,000

Capital Assets



125,000


150,000





200,000


300,000

Liabilities



110,000


110,000

Capital, X



30,000


63,333

Capital, Y



30,000


63,333

Capital, Z



30,000


63,333





200,000


300,000

On January 1, 2007, X sold 1/2 of her interest to A, for $75,000 cash.  The partnership did have a section 754 election in effect.

a.  
Determine the amount of gain or loss to be recognized by X

b.  
What is A's basis in his partnership interest?

c.  
Compute A's basis adjustment under sec. 743(b) and allocate it among the partnership's assets.

Problem 2

The MNO partnership has the following balance sheet at 1/1/2006




Tax Basis

FMV

Cash



$150,000

$150,000

Accounts Receivable

    $0


$100,000

Inventory


$40,000


$150,000

Sec. 1231 Assets


$50,000


$200,000

Sec. 1221 Assets


$180,000

$150,000





---------- 


------------ 


Total Assets


$420,000

$750,000





======= 

======= 

PTR M Capital


$140,000

$250,000

PTR N Capital


$140,000

$250,000

PTR O Capital


$140,000

$250,000





----------- 

-----------

Total Liability & Capital

$420,000

$750,000





======= 

=======

Required

1. The partnership distributes all the accounts receivable and inventory to M in complete liquidation of his interest.  What are the tax consequences to M and the partnership? 

2. The partnership distributes $100K cash and all the Sec 1221 assets to M in complete liquidation of his interest.  What are the tax consequences to M and the partnership?

3. In a current distribution, all the Sec. 1221 assets are distributed to Partner O, what adjustment will be made to the partnership assuming a Sec. 754 election is in place? 

Assume all the above requirements are mutually exclusive.
